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AUDITING STANDARDS
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LAWS, REGULATIONS, AND CONTRACTUAL TERMS
GOVERNING FINANCIAL ASSISTANCE CERTAIN
ENTITIES RECEIVE FROM GOVERNMENT

MAY 6, 1988

Prepared by the AICPA Auditing Standards Board
For comment from persons interested in auditing and reporting

Comments should be received by August 15, 1988, and addressed to
AICPA A u d i t i n g Standards Division, File 2 3 5 3
1211 Avenue of the Americas, New York, N.Y. 10036-8775
G00474

SUMMARY
Why Issued

In response to findings that a large proportion of independent audits of federal financial assistance were
substandard, the AICPA Task Force on the Quality of Audits of Governmental Units was formed to
develop a comprehensive plan to improve the quality of audits of governmental units. That plan, presented in a March 1987 report, included a recommendation that "a statement on auditing standards
relating to auditing for and reporting on compliance with applicable laws and regulations should be
developed and issued." This proposed Statement was issued in response to that recommendation.
What It Does

This proposed Statement provides guidance on applying the requirements of SAS No. 54, Illegal Acts by
Clients, to audits of certain entities that receive financial assistance from government. It explains the
relationship between those requirements and the requirements of the Standards for Audit of Governmental Organizations, Programs, Activities, and Functions issued by the United States General
Accounting Office. It also provides guidance on testing compliance with laws and regulations applicable
to federal financial assistance programs in audits performed in accordance with the Single Audit Act of
1984. Specifically, this proposed Statement —
• Provides guidance on corroborating management's identification of governmental financial assistance
and related laws and regulations that have a direct and material effect on the determination of financial
statement amounts.
• Identifies matters that may influence the risk of noncompliance with laws and regulations that are
applicable to financial assistance and that have a direct and material effect on the determination of
financial statement amounts.
• Requires auditors to obtain written representation from management about certain matters pertaining to financial assistance and to compliance with laws and regulations that apply to that assistance.
• Provides guidance on the scope of the auditor's testing of compliance with laws and regulations applicable to major and nonmajor federal financial assistance programs in an audit in accordance with the
Single Audit Act.
• Provides guidance on evaluating the results of tests of compliance with laws and regulations applicable
to major federal financial assistance programs in an audit in accordance with the Single Audit Act.
In addition, the appendixes to this proposed Statement illustrate a report on compliance with laws and
regulations issued in an audit in accordance with the Standards for Audit of Governmental Organizations, Programs, Activities, and Functions and reports on compliance with laws and regulations applicable to federal financial assistance programs issued in a single audit.
How It Differs From Existing

Standards

This proposed Statement does not amend or supersede an existing standard.

This exposure draft has been sent to —
• Practice offices of CPA firms.
• Members of AICPA Council and technical committees.
• State society and chapter presidents, directors, and committee chairmen.
• Organizations concerned with regulatory, supervisory, or
other public disclosure of financial activities.
• Persons who have requested copies.

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York. NY 10036-8775 (212) 575-6200 Telex: 70-3396
Telecopier (212) 575-3846

May 6, 1988
Accompanying this letter is an exposure draft of a proposed statement on auditing standards titled
Compliance Auditing: The Auditor's Responsibility for Testing Compliance With Laws, Regulations, and
Contractual Terms Governing Financial Assistance Certain Entities Receive From Government.
The Need for a Standard on Compliance Auditing
The federal government provides state and local governments with more than $100 billion per year in
financial assistance. Federal officials re]y heavily on independent audits of these funds to help assure
accountability in their use. To determine how well those audits have been conducted, the General Accounting Office (GAO) reviewed the quality of Independent audits of federal financial assistance. After reviewing
130 randomly selected audits, the GAO concluded that 34 percent of them were not performed in accordance with applicable auditing standards.
In response to these findings, the AICPA Task Force on the Quality of Audits of Governmental Units was
established. The task force's principal goal was to develop a comprehensive plan for improving the quality
of audits of governmental units.
In March 1987, the task force presented that plan in Report of the Task Force on the Quality of Audits of
Governmental Units. Among its twenty-five recommendations, the report called for the Auditing Standards Board to develop a statement on auditing standards that applies to auditing and reporting on compliance with applicable laws and regulations. The Auditing Standards Board is issuing this proposed Statement in response to that recommendation.
Scope of This Proposed Statement
The GAO's study focused on audits of federal assistance. The Auditing Standards Board recognizes, however, that other governmental assistance may also be material to an entity's financial statements. Accordingly, this proposed Statement addresses auditing compliance with laws and regulations applicable to
financial assistance from all levels of government. Furthermore, it addresses auditing a state or local government's or not-for-profit organization's compliance with other identified laws and regulations.
The exposure draft explains the relationship between the requirements of generally accepted auditing
standards and those of the Standards for Audit of Governmental Organizations, Programs, Activities, and
Functions issued by the GAO (Standards for Audit issued by the GAO). It also provides guidance on testing
compliance with laws and regulations applicable to federal financial assistance programs in audits performed in accordance with the Single Audit Act of 1984.

The exposure draft explains that, under the Standards for Audit issued by the GAO, the auditor assumes
greater responsibility than under generally accepted auditing standards. The auditor's responsibility for
testing compliance with laws and regulations in an audit of financial statements performed in accordance
with the Standards for Audit issued by the GAO is the same as that under generally accepted auditing
standards. Under the Standards for Audit issued by the GAO, however, the auditor assumes additional
responsibilities for reporting on internal controls and reporting on compliance with laws and regulations. This exposure draft notes the responsibility for reporting on internal controls and explains the
responsibility for reporting on compliance. (On March 16, 1987, the GAO issued an exposure draft of
revised Standards for Audit; it is expected that the GAO will issue its final revised Standards for Audit
before this proposed Statement is finalized. The Auditing Standards Board will modify this proposed
Statement's discussion of the Standards for Audit issued by the GAO to be consistent with the GAO's
revised standards.)
As noted above, the federal government looks to the independent auditor for help in assuring that state
and local governments are accountable for the billions of dollars in federal financial assistance they
receive. Most often, auditors provide this help by performing audits in accordance with the Single Audit
Act of 1984. Because the performance of these audits entails such an important responsibility to the public, the Auditing Standards Board has included in this proposed Statement guidance on auditing compliance with laws and regulations applicable to federal financial assistance programs in a single audit. This
guidance expands on that in the audit and accounting guide Audits of State and Local Governmental Units,
addressing matters such as setting the scope of tests of compliance and evaluating the results of those
tests. The appendixes to this proposed Statement present new examples of reports on compliance.
The diagram that follows this letter summarizes the auditor's responsibilities for auditing and reporting
on compliance with laws and regulations under generally accepted auditing standards, the Standards for
Audit issued by the GAO, and the Single Audit Act. It also shows how those responsibilities relate to each
other. Each box in the diagram encompasses those within it. Thus, an audit of financial statements done
in accordance with the Standards for Audit issued by the GAO includes tests of compliance with laws
and regulations done in accordance with generally accepted auditing standards. Likewise, a single
audit includes an audit of financial statements done in accordance with the Standards for Audit issued
by the GAO.
Other Matters
Comments or suggestions on any aspect of this exposure draft will be appreciated. The Auditing Standards
Board is particularly interested in comments on whether this exposure draft clearly states the applicability of this proposed Statement in engagements other than audits of financial statements or audits in
accordance with the Single Audit Act. The board is also interested in comments on the following matters,
which the Task Force on the Quality of Audits of Governmental Units advised the Auditing Standards
Board to consider in developing this proposed Statement:
•
•
•
•
•
•
•

A definition of auditing for compliance with applicable laws and regulations
Identifying the compliance requirements for consideration in the audit
The role of internal control in assuring and determining compliance with laws and regulations
Appropriate audit procedures
Adequate documentation of work performed and conclusions reached
The use of sampling
Reporting, particularly in relation to both materiality considerations and the need to fulfill users' expectations
• Definitions of such terms as unallowed costs, unallowable costs, questioned costs, and recommended for
disallowance, and an indication of the appropriate uses for each term
• Disposition of prior audit findings
• The auditor's responsibilities to the organization that contracts for the audit and to others that will rely
on the results of the audit

The Auditing Standards Board's consideration of responses will be helped if the comments refer to specific
paragraphs and include supporting reasons for each suggestion or comment.
In developing guidance, the Auditing Standards Board considers the relationship between the cost
imposed and the benefits reasonably expected to be derived from audits. It also considers differences the
auditor may encounter in the audit of the financial statements of small entities, and, when appropriate,
makes special provisions to meet those needs. Thus, the board would particularly appreciate comments on
those matters.
Written comments on the exposure draft will become part of the public record of the Auditing Standards
Division and will be available for public inspection at the offices of the AICPA after September 15, 1988, for
one year. Responses should be sent to the Auditing Standards Division, File 2353, in time to be received by
August 15, 1988. For convenience in responding, a perforated response form is attached.
Sincerely,

Jerry D. Sullivan
Chairman
Auditing Standards Board

Dan M. Guy
Vice President, Auditing
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Procedures Performed
Testing of compliance with laws and regulations in accordance with generally accepted auditing
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Procedures Performed
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PROPOSED STATEMENT ON AUDITING STANDARDS
COMPLIANCE AUDITING:
THE AUDITOR'S RESPONSIBILITY FOR TESTING COMPLIANCE
WITH LAWS, REGULATIONS, AND CONTRACTUAL TERMS
GOVERNING FINANCIAL ASSISTANCE
CERTAIN ENTITIES RECEIVE FROM GOVERNMENT
APPLICABILITY
1. This Statement provides guidance for testing compliance with
laws, regulations, and contractual
terms governing financial assistance
an entity receives from a governmental agency. 1 It applies to audits in
accordance with generally accepted
auditing standards of the financial
statements of state and local governmental units and not-for-profit organizations. It also applies whenever
the auditor is engaged to perform (a)
an audit of financial statements in
accordance with the Standards
for
Audit of Governmental
Organizations, Programs,
Activities,
and
Functions (1981 Revision), issued by
the U.S. General Accounting Office
(GAO) 2 or (b) an audit in accordance
with the federal Single Audit Act of
1984.
2. Auditors engaged to audit a
state or local governmental unit's
financial statements in accordance
w i t h generally a c c e p t e d a u d i t i n g
standards should consider, in addition to the provisions of this Statem e n t , t h e following provisions of
G o v e r n m e n t a l Accounting Standards Board (GASB) Codification of
Governmental
Accounting
and
Financial Reporting Standards, section 1200, in developing their audit
objectives:
. 103 An important aspect of GAAP
[generally accepted accounting principles] as applied to governments is the
recognition of the variety of legal and
contractual considerations typical of

1

For purposes of this Statement, such laws,
regulations, and contractual terms are
referred to as requirements.
2
In practice, these standards are sometimes
referred to as generally accepted governmental auditing standards (GAGAS), or the
Yellow Book. For purposes of this Statement,
they are referred to as Standards for Audit
issued by the GAO.

the government environment. These
considerations u n d e r l i e and are
reflected in the fund structure, bases of
accounting, and other principles and
methods set forth here, and are a major
factor distinguishing governmental
accounting from commercial accounting. Governmental accounting systems
designed in conformity with these
principles can readily satisfy most management control and accountability
information needs with respect to both
GAAP and legal compliance reporting.
.104 Government financial operations evolve from and are regulated by
various kinds of legal provisions. Constitutional provisions may dedicate
certain tax revenues for expenditure
for particular purposes, and statutes
may spell out in detail such things as
tax rate limits, methods of collection,
discounts and delinquency dates.
These and many other types of financial matters often are also regulated by
charters, ordinances, resolutions, governing body orders, and intergovernmental grant or contract regulations.
• • •
. 112 The basic financial statements of
governmental units should be prepared in conformity with GAAP. Furthermore, state or local governments
that want their independent auditors
to express unqualified opinions that
their financial statements are prepared
in conformity with GAAP obviously
must prepare statements in accordance
with these principles. GAAP-based
reporting requires disclosure of material violations of legal and contractual
provisions.
3 . T h e a u d i t o r m a y also b e
engaged to report on a state or local
government's compliance with federal, state, or local r e q u i r e m e n t s
other than those the auditor considers in audits of financial statements in accordance with generally
accepted auditing standards or the
Standards for Audit issued by the
GAO, or in audits in accordance with
the Single Audit Act. W h e n the auditor is engaged to report on compliance with such r e q u i r e m e n t s , h e
9

should consider the applicability of
the guidance in this Statement.
4. Because of the variety of audit
requirements to which state and local
governments are subject, the auditor
should ensure that both h e and management have a clear understanding
of the type of engagement to be performed. If a proposal, contract, or
engagement letter is used, the auditor should consider including in it a
clear statement about the type of
engagement and w h e t h e r that
engagement is intended to meet a
g o v e r n m e n t a l o v e r s i g h t agency's
requirements or has b e e n approved
by t h e a p p r o p r i a t e g o v e r n m e n t a l
oversight agency.
MANAGEMENT'S RESPONSIBILITY
AND THE AUDITOR'S
RESPONSIBILITY
5. The federal, state, and local
governments provide financial assistance to other governmental units
and to not-for-profit organizations.
That assistance may take the form of
grants, contracts, loans, loan guarantees, property, cooperative agreements, interest subsidies, and
insurance or direct appropriations.
Governments that provide financial
assistance to other entities establish
requirements governing how those
entities may use that assistance and
what information they must report.
M a n a g e m e n t of an e n t i t y t h a t
receives such assistance is responsible for ensuring that the entity complies with those requirements. That
responsibility encompasses identifying the requirements with which the
entity must comply and implementing systems designed to ensure compliance with those requirements.
6. Certain requirements applicable to governmental financial assist a n c e have a direct and material
effect on the determination of finan-
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cial statement amounts. For example, as GASB Codification of Governmental Accounting and Financial
Reporting
Standards,
section
G60.109, states in its discussion of
recognizing revenues from grants,
entitlements, and shared revenues,
"if cost sharing or matching requirements exist, revenue recognition
depends on compliance with these
requirements." The auditor's responsibility to detect and report misstatements resulting from noncompliance
with requirements having a direct
and material effect on the determination of financial statement amounts is
the same as that for errors and irregularities as described in SAS No. 53,
The Auditor's Responsibility
to
Detect and Report Errors and Irregularities.

an entity's compliance with requirements governing financial assistance. 3

7. Other requirements applicable to governmental financial assistance relate more to an entity's
operating aspects than to its financial
and accounting aspects, and their
effect on financial statements is indirect. For example, recipients of federal financial assistance are required
to minimize the time lapsed between
receipt and disbursement of that
assistance. The indirect effect is normally the need to disclose a contingent liability because of the allegation or determination of noncompliance. The auditor's responsibility for
detecting, considering the financial
statement effects of, and reporting
noncompliance with such requirements is the same as that for illegal
acts as described in SAS No. 54, Illegal Acts by Clients. An audit made in
accordance with generally accepted
auditing standards provides no assurance that the auditor will detect such
noncompliance.

COMPLIANCE AUDITING UNDER
GENERALLY ACCEPTED AUDITING
STANDARDS AND THE
STANDARDS FOR AUDIT ISSUED
BY THE GAO

8. When an auditor is engaged to
perform an audit of an entity's financial statements in accordance with
the Standards for Audit issued by the
GAO, his responsibility for detecting
noncompliance with requirements
governing financial assistance is the
same as t h a t u n d e r g e n e r a l l y
accepted auditing standards. Nevertheless, the Standards for Audit
issued by the GAO set forth an additional responsibility for reporting on

9. In an audit performed in
accordance with the Single Audit
Act, the auditor audits an entity's
financial statements in accordance
with the Standards for Audit issued
by the GAO. Among its other provisions (a discussion of which begins in
paragraph 28 of this Statement), the
Single Audit Act requires auditors to
(a) test compliance with requirements governing certain federal
financial assistance programs and (b)
study and evaluate internal controls
used in administering federal financial assistance programs.

10. Paragraphs 11 through 25 of
this Statement provide guidance on
testing compliance with requirements pertinent to audit objectives.
For purposes of this Statement, the
term requirements pertinent to audit
objectives means requirements that
are applicable to governmental financial assistance and that have a direct
and material effect on the determination of financial statement amounts.
Similarly, the term material noncompliance with requirements pertinent
to audit objectives means noncompliance that causes the financial statements to be materially misstated.
11. In planning an audit of financial statements in accordance with
generally accepted auditing standards or with the Standards for Audit
issued by the GAO, the auditor
assesses the materiality of governmental financial assistance an entity
received in relation to the financial
statements taken as a whole. If the
auditor concludes that financial assistance is material in relation to the

3

The Standards for Audit issued by the GAO
also require the auditor to issue a report on
internal controls.

entity's financial statements, he
should—
a. Consider requirements pertinent
to audit objectives.
b. Consider matters that may influence his assessment of the risk
that material noncompliance with
those requirements could occur.
c. P e r f o r m a u d i t p r o c e d u r e s
designed to provide reasonable
assurance of detecting material
noncompliance with requirements pertinent to audit objectives.

Requirements Governing
Financial
Assistance

12. Management is responsible
for identifying requirements governing financial assistance. When the
auditor concludes that assistance is
material to the financial statements,
he should corroborate management's
identification of those requirements
pertinent to audit objectives and
obtain an understanding of those
requirements sufficient to assess the
risk that material noncompliance
with them could occur. To have a
basis for obtaining this understanding, the auditor should be satisfied
that management has identified all
sources of assistance.
13. Paragraphs 14 through 16 of
this Statement discuss the identification of sources of assistance. Paragraphs 17 through 20 describe
matters governed by requirements
pertinent to audit objectives, as well
as procedures the auditor should consider in corroborating management's
identification of those requirements
and obtaining an understanding of
them.
14. Identifying Assistance. The
auditor should ask management to
identify the amount of financial assistance received, the governmental
unit that provided it, and the program through which it was provided.
In corroborating management's identification of the sources and amounts
of financial assistance, the auditor
should consider evidence obtained
from other auditing procedures performed, such as those performed in
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evaluating the completeness and
classification of revenues.
15. The individual sources of
governmental financial assistance
may not be readily identifiable
because assistance from various levels of government may have been
commingled. When commingled
assistance is identified, the requirements prescribed by each individual
source should be considered. For
example, the U.S. Department of
Education may provide a state government with assistance to carry out
the Vocational Education Program.
The state government may distribute
that assistance among the state's
school districts, supplementing the
federal financial assistance with its
own. The school districts are responsible for complying with both federal
and state requirements governing
that assistance.
16. If the auditor believes that
the financial assistance could represent assistance combined from various levels of government, he should
consider reviewing contracts or other
documentation of the assistance
transaction. If the documentation
indicates that assistance received
from various sources may have been
commingled, the auditor should consider asking the agency that supplied
the assistance (a) whether the assistance the agency provided includes
assistance from another source, and
{b) the source and amount of that
additional assistance, if any, and the
program through which that assistance was provided.
17. Requirements Pertinent to
Audit Objectives. Requirements
pertinent to audit objectives generally deal with the following matters:
a. Types of services allowed or not
allowed—Specifies the types of
goods or services entities may
purchase with financial assistance
b. Eligibility—Specifies the characteristics of individuals or groups
to whom entities may give financial assistance
c. Matching, level of effort, or earmarking—Requires
entities to
contribute their own resources to
projects financed with assistance

18. To corroborate management's identification of requirements
governing federal financial assistance
programs and to obtain an understanding of those requirements, the
auditor should consider the Compliance Supplement for Single Audits of
State and Local Governments (hereinafter referred to as the Compliance
Supplement) issued by the federal
Office of Management and Budget
(OMB). The Compliance Supplement
describes the requirements applicable to certain federal financial assist a n c e p r o g r a m s and s u g g e s t s
procedures for testing compliance
with those requirements. It is discussed further in paragraph 37 of this
Statement. Though the Compliance
Supplement was issued to assist auditors in performing single audits,
auditors may find it useful in identifying requirements pertinent to audit
objectives and in designing auditing
procedures for an audit of an entity's
financial statements in accordance
with generally accepted auditing
standards or with the Standards for
Audit issued by the GAO.4
19. For federal financial assistance programs not included in the
Compliance Supplement, the auditor
should perform procedures to corroborate management's identification
of the requirements and to gain an
understanding of those requirements. The following are procedures
the auditor should consider:
a. Discuss compliance requirements
with the entity's chief financial officer, legal counsel, and grant
administrators.
b. Review any directly related
agreements, such as grants and
loans.
c. Ask the inspector general of the
federal agency providing the assistance about restrictions, limita-

4

The Compliance Supplement states that
" s p e c i f i c r e q u i r e m e n t s may c h a n g e
periodically, and auditors should be alert to
this possibility through their contacts with
the Federal agencies, the audited
organization, and by other means. Questions
regarding a requirement, including requests
for i n f o r m a t i o n a b o u t c h a n g e s in
requirements, should be addressed to the
administering agency."

11
tions, terms, and conditions
under which it provided such
assistance. If the federal financial
assistance was provided indirectly, make similar inquiries of
the entity through which the federal government provided the
assistance.
20. When the assistance is provided by state and local governments, the auditor should consider
the following procedures as well as
those discussed in a and b of paragraph 19 to corroborate managem e n t ' s i d e n t i f i c a t i o n of t h e
requirements and to gain an understanding of those requirements:
a. Ask the audit staff of the government agency that provided the
assistance about compliance
requirements.
b. Ask the office of the state auditor
or other appropriate state audit
oversight organization about key
compliance areas applicable to
recipient entities, including state
statutes and uniform reporting
requirements.
c. Review information about compliance requirements available from
state societies of CPAs.
Assessing Risk

21. In determining the nature,
timing, and extent of audit procedures, the auditor should assess the
risk that material noncompliance
with requirements pertinent to audit
objectives could occur. The auditor
should assess the risk that the entity
did not comply with those requirements and the risk that the entity's
internal control structure did not
prevent or detect that noncompliance. Matters that may influence the
auditor's assessment of the risk that
the entity has not complied with the
requirements governing the financial
assistance it receives are—
a. Management's understanding of
requirements pertinent to audit
objectives, as indicated by its
responses to the auditor's inquiries a b o u t t h e s o u r c e s and
amounts of financial assistance
and the requirements governing
that assistance.

12

b. The nature and extent of noncompliance noted in prior examinations.
c. Changes in r e q u i r e m e n t s since
the last audit.
d. The n u m b e r of years the entity
has received assistance under a
program.
e. The nature of the entity's expenditure of the financial assistance it
receives.
f. I n t e r n a l control s t r u c t u r e elements designed to give managem e n t reasonable assurance that
t h e entity complies with those
requirements, including the level
to which the government agency
that provided the assistance
r e v i e w s c o m p l i a n c e w i t h its
requirements. (SAS No. 55, Consideration of the Internal
Control
Structure in a Financial
Statement
Audit, provides guidance in this
area.)
g. The extent to which the program
is carried out through subrecipients as discussed in paragraphs
22 and 23.
22. Under certain governmental
financial assistance programs, entities that receive assistance are
r e q u i r e d to pass t h a t a s s i s t a n c e
through to other entities. For example, federal legislation governing certain assistance programs r e q u i r e s
states that receive assistance under
those programs to pass that assistance
through to local governments. Under
other assistance programs, entities
receiving assistance may choose to
pass it through to other entities. In
discussing the relationship between
such entities, this Statement refers to
entities that receive assistance
directly from the initial grantor government agency as primary
recipients. It refers to entities that receive
assistance from a primary recipient as
subrecipients.
23. W h e n auditing the financial
statements of a primary recipient that
passes assistance through to subrecipients, the auditor should consider
the primary recipients responsibility
for compliance with r e q u i r e m e n t s
governing that assistance. For example, as discussed in paragraph 45 of
this Statement, the Single Audit Act
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requires primary recipients that pass
$25,000 or more of federal financial
assistance through to a subrecipient
to determine the subrecipient's comp l i a n c e with a p p l i c a b l e r e q u i r e ments.

Audit Procedures and
ment Representations

Manage-

24. Based on the assessment of
risk, the auditor performs audit procedures designed to provide reasonable assurance of detecting material
noncompliance with r e q u i r e m e n t s
pertinent to audit objectives. Determining whether noncompliance with
r e q u i r e m e n t s p e r t i n e n t to a u d i t
objectives is material is a complex
judgmental process.
25. W h e n governmental financial assistance is material to the entity's financial statements, the auditor
should obtain written r e p r e s e n t a tions from management acknowledging that—
a. M a n a g e m e n t is responsible for
the entity's compliance with the
r e q u i r e m e n t s applicable to the
assistance it receives.
b. Management has disclosed to the
auditor the sources and amounts
of all financial assistance and the
programs through which that
assistance was provided.
c. With respect to that assistance,
m a n a g e m e n t has identified all
requirements having a direct and
material effect on the determinat i o n of f i n a n c i a l s t a t e m e n t
amounts.
If m a n a g e m e n t refuses to provide
written representation about these
matters, the auditor should consider
the effect of such refusal on the scope
of the examination.

Additional Reporting Under
the Standards for Audit Issued
by the GAO
26. T h e S t a n d a r d s for A u d i t
issued by the GAO require the auditor to report on the entity's compliance with r e q u i r e m e n t s governing
financial assistance it received. That

report should be based on the results
of audit p r o c e d u r e s performed as
d e s c r i b e d in the p r e c e d i n g paragraphs. The auditor may issue the
report, prepared in accordance with
c h a p t e r V, section B . 1 . c , of t h e
Standards for Audit issued by the
GAO, either separately or with his
report on the entity's financial statements. An example of the former
report is presented as appendix C to
this Statement.
27. T h e auditor's objective in
performing these audit procedures is
to p r o v i d e r e a s o n a b l e a s s u r a n c e
about whether the entity's financial
statements properly recognize the
effects of material noncompliance
with requirements that are applicable to governmental financial assistance and have a direct and material
effect on the determination of financial statement amounts. Nevertheless, the auditor is required by the
Standards for Audit issued by the
GAO to report "material instances of
noncompliance" and "instances or
indications of fraud, abuse, or illegal
acts" identified by performance of
t h o s e p r o c e d u r e s , r e g a r d l e s s of
whether they have a material effect
on the financial statements. Chapter
V, section B . 2 . c , of the Standards for
Audit provides the following guidance for auditors on meeting this
responsibility:
Material instances of noncompliance
should be reported. Minor procedural
noncompliance that is not illegal need
not be disclosed....
In reporting noncompliance, the auditors should place their findings in
proper perspective. The extent of noncompliance should be related to the
number of cases examined to give the
reader a basis for judging the prevalence of noncompliance
Public accountants ... will discharge
their responsibility [for reporting
"fraud, abuse, or illegal acts"] by
promptly notifying the entity arranging for the audit
It will be the
responsibility of the entity receiving
the information to notify appropriate
law enforcement authorities and other
government entities whose funds may
be involved.... In the case of an audit of
government funds received by a nongovernment entity, the auditors should
promptly notify the appropriate entity
arranging for the audit.
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Audit and Reporting Requirements
of the Single Audit Act and Circular A-128
Procedures Performed

Report Issued

1. Audit of the financial statements in accordance
with generally accepted auditing standards and the
Standards for Audit issued by the GAO

Opinion on the financial statements
Report on internal control structure related matters
based solely on an assessment of control risk made as
part of the audit of the financial statements
Report on compliance with laws and regulations that
may have a material effect on the financial statements
Report on supplementary schedule of federal financial
assistance

2. Study and evaluation of controls over federal
financial assistance

Report on internal controls over federal financial assistance

3. Audit of compliance with laws and regulations
applicable to major federal financial assistance programs, as defined by the Single Audit Act

Opinion on compliance with laws and regulations applicable to major federal financial assistance programs
Schedule of findings and questioned costs

4. Testing of compliance with laws and regulations
applicable to nonmajor federal financial assistance program transactions selected for testing in connection with
1 or 2, above

RESPONSIBILITIES UNDER THE
SINGLE AUDIT ACT

28. The Single Audit Act and
Circular A-128, "Audits of State and
Local Governments," which the
Office of Management and Budget
i s s u e d to p r e s c r i b e p o l i c i e s ,
p r o c e d u r e s , and guidelines to
implement the act, require state and
local governments that receive total
federal financial assistance equal to or
in excess of $100,000 in afiscalyear to
h a v e an a u d i t p e r f o r m e d in
accordance with the Single Audit
Act. The Single Audit Act states that
s t a t e a n d local g o v e r n m e n t s
receiving at least $25,000, but less
than $100,000, of total federal
financial assistance in a year have the
option of having an audit performed
in accordance with either the act or
with federal laws and regulations
governing the programs in which
they participate. The Single Audit
Act does not require state or local
governments receiving less than
$25,000 in total federal financial
assistance to have an audit. State and

Report on compliance with laws and regulations applicable to nonmajor federal financial assistance program
transactions tested
Schedule of findings and questioned costs

local governments that are primary
recipients of federal financial assistance may require not-for-profit organizations that are subrecipients to
have audits performed in accordance
with the act.
29. The exhibit above summarizes the audit and reporting requirements of the Single Audit Act and
Circular A-128.5
30. Paragraphs 10 through 27 of
this Statement provide guidance on
the auditor's responsibility for testing
and reporting on compliance with
laws and regulations in an audit of
financial statements in accordance
with generally accepted auditing
standards and the Standards for
Audit issued by the GAO. Circular A128 requires the entity to prepare a
5

Additionally, Circular A-128 requires the
auditor to report "fraud, abuse, or illegal
acts" identified during the audit. The
Standards for Audit issued by the GAO
include guidance on such reporting, which is
discussed in paragraph 27 of this Statement.

schedule of federal financial assistance, showing the total expenditures from each federal financial
assistance program as identified in
the Catalog of Federal Domestic
Assistance.
Circular A-128 also
requires the auditor to report on this
schedule. In reporting on this schedule, the auditor should follow the
guidance in SAS No. 29, Reporting
on Information Accompanying the
Basic Financial Statements in Auditor-Submitted Documents. The Single Audit Act requires the auditor to
"determine and report whether the
government has internal control systems to provide reasonable assurance
that it is managing Federal financial
assistance programs in compliance
with applicable laws and regulations."6

6

Guidance on the auditor's study and
evaluation of internal controls over federal
financial assistance is provided in the AICPA
Audit and Accounting Guide Audits of State
and Local Governmental Units.
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31. The following paragraphs
provide guidance on the audit of
compliance with laws and regulations
applicable to major federal financial
assistance programs, as defined by
the Single Audit Act, and the test of
compliance with laws and regulations
applicable to nonmajor federal financial assistance programs.
Compliance
Programs

Auditing—Major

32. The Single Audit Act defines
a major federal financial assistance
program in terms of a government's
expenditures of federal financial
assistance under that program relative to its total expenditures of federal financial assistance.7 One of the
auditor's objectives in performing an
audit in accordance with the Single
Audit Act is the expression of an opinion about whether the entity administered each of its major federal
financial assistance programs in compliance with laws and regulations
that, if not complied with, could have
a material effect on each such program. In achieving this objective, the
auditor should be satisfied that management has identified all major federal financial assistance programs and
should understand the requirements
pertinent to this objective.
33. Identifying Major Programs.
Management's responsibility for
identifying major programs is established in the following requirement
of Circular A-128:
In order to determine which major
programs are to be tested for compliance, state and local governments shall
identify in their accounts all Federal
funds received and expended and the
programs under which they were
received. This shall include funds
received directly from Federal agencies and those passed through from
other State and local governments or
other entities.

7

The OMB has published Questions and
Answers on the Single Audit Provisions of
OMB Circular A-128, "Audits of State and
Local Governments," which addresses such
matters as the determination of whether federal assistance involving no expenditures,
such as loan guarantees, constitutes a major
program.

34. The preparation of the schedule of financial assistance required by
Circular A-128 is a means by which
management identifies major and
nonmajor federal financial assistance
programs. To corroborate this identification, the auditor should follow the
guidance in paragraphs 14 through 16
of this Statement.
35. Requirements Applicable to
Major Programs. In performing an
audit in accordance with the Single
Audit Act, the auditor should test
compliance with the six general
r e q u i r e m e n t s and t h e specific
requirements applicable to major
federal financial assistance programs.
Additionally, Circular A-128 requires
independent auditors to "determine
w h e t h e r . . . F e d e r a l financial
reports and claims for advances and
reimbursements contain information
that is supported by the books and
records from which the basic financial statements have been prepared
and amounts claimed or used for
matching were determined in accordance with OMB Circular A-87, 'Cost
Principles for State and Local Governments,' and Circular A-102, 'Uniform Administrative Requirements
for Grants in Aid to State and Local
G o v e r n m e n t s . ' " 8 , 9 The auditor
should obtain an understanding of
those requirements that is sufficient
for determining the nature, timing,
and extent of procedures he will perform to provide a basis for expressing
his opinion on compliance.
36. A g e n e r a l r e q u i r e m e n t
applies to all federal financial assistance programs, whereas a specific
requirement applies only to a single
program. The OMB has identified six
general requirements that apply to
8

Depending on the type of entity, requirements governing preparation offederal financial reports and claims for reimbursement are
included in OMB Circulars A-21, A-110, or
A-122, "Cost Principles for Colleges and Universities," "Grants and Agreements of Higher
Education, Hospitals, and Other Nonprofit
Organizations," or "Cost Principles for Notfor-Profit Organizations," respectively, or
OASC (Office of Assistant Secretary Comptroller) 3, "Cost Principles for Hospitals."
9
Appendix C of the AICPA Audit and
Accounting Guide Audits of Stale and Local
Governmental Units summarizes Circulars
A-87 and A-102.

all federal financial assistance programs and that deal with the following matters:
a. Political activity—Prohibits the
use of federal funds for partisan
political activity
b. Davis-Bacon Act—Requires that
laborers working on federally
financed construction projects be
paid a wage that is at least equal to
the minimum wage established
by the secretary of labor
c. Civil rights—Prohibits violation
of anyone's civil rights in a program funded by the federal government
d. Cash
management—Requires
recipients of federal financial
assistance to minimize the time
lapsed between receipt and disbursement of that assistance
e. Relocation assistance and real
property acquisition—Prescribes
how real property should be
acquired with federal financial
assistance and how recipients
must help relocate people displaced when that property is
acquired
f. Federal financial
reports—Prescribes federal financial reports
that must be filed
37. These general requirements
are described in the OMB's Compliance Supplement. The Compliance
Supplement also describes compliance requirements specific to many
of the larger federal financial assistance programs and suggests procedures for testing compliance with the
general and specific requirements. It
also cites the laws and regulations
establishing the general and specific
requirements. (Appendix A to this
Statement presents the text of the
Compliance Supplement that describes the general requirements.
Appendix B presents excerpts from
the Compliance Supplement that
exemplify specific requirements.)
38. Specific requirements that, if
not complied with, could have a
material effect on a major federal
financial assistance program generally pertain to the following matters:
a. Types of services allowed or not
allowed—Specifies the types of
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goods or services entities may
purchase with financial assistance
b. Eligibility—Specifies the characteristics of individuals or groups
to whom entities may give financial assistance
c. Matching, level of effort, or earmarking—Requires
entities to
contribute their own resources to
projects financed with assistance
d. Reporting—Specifies
reports
entities must file in addition to
those required by the general
requirements
In addition, certain federal financial
assistance programs have other specific requirements. For example,
some programs require the entity to
implement internal control procedures designed to ensure the entity's
compliance with the requirements
governing the financial assistance
received. Under these programs,
failure to implement such control
procedures constitutes noncompliance.
39. Federal government programs not included in the Compliance Supplement also prescribe
specific requirements governing
financial assistance. To obtain an
u n d e r s t a n d i n g of t h e specific
r e q u i r e m e n t s of programs not
included in the Compliance Supplement, the auditor should follow the
guidance in paragraph 19 of this
Statement.
40. Determining Scope of Testing—Major Programs. The Compliance Supplement
suggests procedures for testing compliance with
the general requirements and with
requirements specific to many of the
larger federal financial assistance
programs. As the Single Audit Act
and Circular A-128 have been implemented, it has become generally
accepted that these procedures are
suitably designed to provide evidential matter that is competent for purposes of an audit performed to
express an opinion on compliance
with the requirements addressed in
the Compliance Supplement.10
10

In its Questions and Answers on the Single
Audit Provisions of OMB Circular A-I28,
"Audits of State and Local Governments,"

41. In determining the nature of
his tests of compliance with requirements governing major federal financial assistance programs not included
in the Compliance Supplement, the
auditor should consider the nature of
those requirements. In doing so, the
auditor should consider whether the
Compliance Supplement includes
programs with requirements similar
to those with which he plans to test
compliance. If the Compliance Supplement does include such programs,
it will also suggest audit procedures
that the auditor may find suitable.
42. The auditor should use both
his judgment about the appropriately
low level of audit risk and his preliminary judgment about materiality levels to determine the extent of his
tests of compliance, so that they can
be expected to provide him with sufficient evidential matter to make a reasonable evaluation about whether
noncompliance occurred that could
have a material effect on each major
federal financial assistance program.
In testing compliance with requirements governing major federal financial assistance programs in accordance with the Single Audit Act, the
auditor's consideration of materiality
differs from that in an audit of financial statements done in accordance
with generally accepted auditing
standards.
43. In an audit of an entity's
financial statements done in accordance with generally accepted auditing standards, the auditor considers
materiality in relation to the financial
statements.11 In auditing an entity's
compliance with requirements gov-

the OMB states that, for the programs contained in the Compliance Supplement, the
audit of the requirements contained in the
supplement will meet the requirements of
Circular A-128. The OMB also answers
affirmatively the question "Can the auditors
limit their audit procedures or inquiries to
those specified in the Compliance Supplement?"
11
Paragraph 5.5 of the AICPA Audit and
Accounting Guide Audits of State and Local
Governmental Units states that "existing
audit practice is that audit scope should be
set and materiality evaluations should be
applied at the fund type and account group
level. . . ."
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erning each major federal financial
assistance program in accordance
with the Single Audit Act, however,
the auditor considers materiality in
relation to each such program.
44. The auditor's assessment of
the risk that material noncompliance
with requirements governing a major
federal financial assistance program
occurred includes consideration of
the same matters listed in paragraph
21 of this Statement. The Single
Audit Act requires the auditor to perform a study and evaluation of controls over federal financial assistance
programs. The auditor should consider the results of this study and
evaluation in assessing the risk that
the entity's control structure could
fail to detect noncompliance.
45. Subrecipient
Considerations. Under the requirements of
the Single Audit Act, when in a single
fiscal year a primary recipient passes
$25,000 or more of federal financial
assistance through to a subrecipient,
the primary recipient is responsible
for determining that the subrecipient
expends that assistance in accordance
with applicable laws and regulations.
Furthermore, OMB Circular A-128
provides that the primary recipient
should—
a. D e t e r m i n e whether subrecipients have met the audit requirem e n t s of C i r c u l a r A-128 or
C i r c u l a r A-110, " U n i f o r m
Requirements for Grants to Universities, Hospitals, and Other
Nonprofit Organizations," whichever is applicable.
b. Determine whether the subrecipient spent the federal financial
assistance in accordance with
applicable laws and regulations.
c. Ensure that appropriate corrective action is taken within six
months after receipt of a subrecipient's auditor's report that identifies noncompliance with federal
laws and regulations.
d. Consider whether the results of
subrecipients' audits indicate that
the primary recipient should
adjust its own records.
e. Require each subrecipient to permit independent auditors to have
access to their records and finan-
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cial statements as necessary to
comply with Circular A-128.
46. Circular A-128 requires the
primary recipient's auditor to evaluate the primary recipient's system for
monitoring subrecipients. Though
the primary recipient's auditor may
be engaged to audit the subrecipients, neither the Single Audit Act
nor Circular A-128 requires the auditor to perform such an audit as part of
the audit of the primary recipient.
47. Evaluating Results of Tests of
Compliance. In evaluating whether
an entity administered each major
federal financial assistance program
in compliance with laws and regulations, that, if not complied with,
could have a material effect on that
program, the auditor should consider
the effect of identified instances of
noncompliance on each such program. In doing so, the auditor should
consider—
a. The significance of any noncompliance with requirements that
are applicable to the overall
administration of a program (for
example, the general requirement pertaining to civil rights or a
specific requirement pertaining
to public hearings to discuss the
use of federal financial assistance).
b. The adequacy of a primary recipient's system for monitoring subrecipients and the possible effect on
the program of any noncompliance identified by the primary
recipient or the subrecipients'
auditors.
c. The rate of noncompliance identified in the audit.
d. Whether any instances of noncompliance identified in the audit
result in questioned costs and, if
they do, whether questioned
costs are material to the program.
48. The criteria for determining
questioned costs vary from one federal agency to another. Many of the
criteria were established by Congress when it authorized the programs and provided the funds; others
were established through agency
regulations. Generally, the criteria
for reporting questioned costs relate
to the following:

a. Unallowable costs, or costs specifically not allowed under the general and special conditions of the
program
b. Undocumented costs, or costs
charged to a program for which
detailed documentation does not
exist
c. Unapproved costs, or costs for
which the program r e q u i r e s
approval and the auditor cannot
find evidence of approval, or costs
not provided for in an approved
budget
d. Unreasonable costs, or costs
incurred that may not reflect the
actions of a prudent person, or the
assignment of an unreasonably
high valuation to in-kind contributions
49. In evaluating the effect of
questioned costs on his opinion on
compliance, the auditor considers his
best estimate of total costs questioned for each major federal financial assistance program (hereinafter
referred to as likely questioned costs),
not just the questioned costs he specifically identifies (hereinafter referred to as known questioned costs).
When an auditor uses audit sampling
to test compliance, he projects the
amount of known questioned costs
identified in his sample to the items
in the major federal financial assistance p r o g r a m from which he
selected the sample. In addition to
considering the effect of likely questioned costs on his opinion on compliance, the auditor should consider
whether they indicate that the financial statements could be materially
misstated.

such as the timing of the auditor's
work, the inability to obtain sufficient
competent evidential matter, or an
i n a d e q u a c y in t h e a c c o u n t i n g
records, may require the auditor to
qualify or disclaim an opinion. In
such instances, the reasons for the
auditor's qualification or disclaimer of
opinion should be described in the
auditor's report.
52. The auditor's decision to
qualify or disclaim an opinion
because of a scope limitation depends
on his assessment of the importance
of the omitted procedures to his ability to form an opinion on compliance
with requirements governing each
major federal financial assistance program. This assessment will b e
affected by the nature and magnitude
of the potential effects of the matters
in question and by their significance
to each major federal financial assistance program. When restrictions
that significantly limit the scope of
the audit are imposed by the client,
the auditor generally should disclaim
an opinion on compliance. Appendixes E and F illustrate opinions on
compliance modified because of a
scope limitation.

50. Reporting—Major
Programs. An example of an unqualified
opinion on a government's compliance with requirements that govern
each major federal financial assistance program is provided in appendix D.

53. When the auditor's examination of a government's compliance
with requirements governing a major
federal financial assistance program
detects noncompliance with those
r e q u i r e m e n t s that the auditor
believes have a material effect on that
program, the auditor should express
a qualified or adverse opinion. The
auditor should state the basis for such
an opinion in his report. Appendix G
to this Statement presents an example of an auditor's opinion that is qualified because of noncompliance with
requirements governing federal
financial assistance. Appendix H
i l l u s t r a t e s an a d v e r s e opinion
because of noncompliance with
requirements governing federal
financial assistance.

51. The auditor is able to express
an unqualified opinion only if he has
been able to apply all the procedures
he considers necessary in the circumstances. Restrictions on the scope of
his examination, whether imposed
by the client or by circumstances

54. Regardless of the auditor's
opinion on compliance, Circular A128 requires him to report any
instances of noncompliance found
and any resulting questioned costs.
In reporting instances of noncompliance, the auditor should follow the

EXPOSURE DRAFT
provisions of the Standards for Audit
issued by the GAO discussed in paragraph 27 of this Statement. For purposes of reporting questioned costs,
neither the Single Audit Act nor Circular A-128 requires the auditor to
report likely questioned costs; rather,
the auditor should report only known
questioned costs.

Compliance Auditing—
Nonmajor Programs
55. In connection with examining the financial statements or studying and evaluating the control
structure over federal financial assistance programs, the auditor may
have selected for testing transactions

from federal financial assistance programs other than major programs. If
the auditor has selected such transactions, the Single Audit Act requires
him to test them for compliance with
the specific requirements applicable
to individual transactions; the auditor
need not address general requirements or specific requirements applicable to the program as a whole.
56. G e n e r a l l y , t h e specific
requirements that should be tested
relate to the allowability of the program expenditure and the eligibility
of individuals or groups to whom the
entity provides federal financial assistance. For example, if in the audit of
the general-purpose or basic financial
statements an auditor selected for
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testing a payroll transaction that was
charged to a nonmajor program, the
auditor should determine that the
position could reasonably be charged
to that program and that the individual's salary was correctly charged to
that program. The auditor is not
required to test for compliance with
general requirements such as the
Civil Rights Act or the Davis-Bacon
Act.
57. Illustrative auditors' reports
on the results of tests of compliance
with requirements applicable to nonmajor federal financial assistance program transactions are included in
appendixes D through H to this
Statement.

APPENDIX A
EXCERPT FROM COMPLIANCE SUPPLEMENT —GENERAL REQUIREMENTS*
INTRODUCTION

This document sets forth the major
compliance r e q u i r e m e n t s that
should be considered in an organization-wide audit of state and local gove r n m e n t s that receive Federal
assistance. It supplements OMB Circular A-128, "Audits of State and
Local Governments."
The document is divided into two
parts. The first part contains those
generally applicable requirements
that should be considered in financial
and compliance audits. Generally
applicable requirements are national
policies prescribed by statute, Executive order, or other authoritative
source and which apply to the assistance programs of two or more agencies. While there are about sixty such
requirements, those included here
are ones that, if not observed, could
have a material effect on the organization's financial statements.
Of particular note is inclusion of
the requirement for periodic Federal
financial reports, as specified in
Attachment "M" to Circular A-102,
Treasury Circular 1075, or elsewhere. The auditors test of compliance with this requirement, for those
grant programs where such requirements exist, provides the Federal
Government with the necessary
assurances of completeness and reliability of such reports.
The second part of the document
provides requirements that are specific to 62 programs that provide over
90 percent of the Federal aid to state
and local governments. For each program, the following is provided:
objectives of the program; a brief
description of how the program operates; and the major compliance
requirements, including a Code of
Federal Regulations (CFR) or other
statutory reference where additional
information for the requirement can

* From the Compliance Supplement for Single
Audits of State and Local Governments,
Office of Management and Budget (Washington, D.C., 1985).

be obtained. The requirements are
organized into five categories: types
of service allowed or unallowed; eligibility; matching, level of effort, or
earmarking requirements; reporting
requirements; and special tests and
provisions. Federal agencies have
determined that, in general, not
complying with those requirements
might materially affect the program.
Each requirement is accompanied
by suggested audit procedures that
can be used to test for compliance.
These are not the only procedures an
auditor can use. Nor are they mandatory procedures. Auditors may apply
professional judgment and use any
procedure that they choose to decide
the extent of reviews and tests performed.
Since some programs provide
funds that pass from one level of government to another, some of the
requirements are for the government
that receives the funds initially and
makes the allocations to others; some
are for the government that receives
the funds ultimately and provides the
services; and some are for both. The
auditor should be able to determine
the applicable procedures in each
instance.
The specific compliance requirements and suggested audit procedures for each program have been
provided by the department or
agency that administers the program.
Auditors may refer to the statute or
Code of Federal Regulations to
obtain a complete understanding of
the compliance requirements. Also,
specific requirements may change
periodically, and auditors should be
alert to this possibility through their
contacts with the Federal agencies,
the audited organization, and by
other means.
Questions regarding a requirement, including requests for information about changes in requirements,
should be addressed to the administering agency. Requirements and
suggested audit procedures for
smaller grant programs not contained
herein can also be obtained from the
administering department or agency.
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GENERAL REQUIREMENTS

Several statutory and regulatory
requirements are applicable to all or
most Federal assistance programs.
The following are those requirem e n t s that involve significant
national policy and for which failure
to comply could have a material
impact on an organization's financial
statements. Accordingly, they should
be included as part of every audit of
state, local, and Tribal governments
that involves Federal financial assistance.

I. Political

Activity

Compliance Requirement. Federal
funds cannot be used for partisan
political activity of any kind by any
person or organization involved in
the administration of federallyassisted programs. [Hatch Act (5
U.S.C. 1501-1508) and Intergovernmental Personnel Act of 1970 as
amended by Title VI of Civil Service
Reform Act (P.L. 95-454 Section
4728)]
Suggested Audit Procedures
• Test the expenditure and related
records for indications of lobbying
activities, publications, or other
materials intended for influencing
legislation or similar type costs.
• Test the personnel and payroll
records, and identify persons
whose responsibilities or activities
include political activity.
• Test whether the above costs, if any
exist, are charged directly or indirectly, to federally-assisted programs.
II. Davis-Bacon Act

Compliance Requirement.
When
required by the Federal grant program legislation, all laborers and
mechanics employed by contractors
or subcontractors to work on construction projects financed by Federal assistance must be paid wages
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not less than those established for the
locality of the project by the secretary
of labor. [40 Stat 1494, Mar. 3, 1921,
Chap. 411, 40 U.S.C. 276A-5]
Suggested Audit Procedures
• Identify the programs involving
construction activities.
• Review selected construction contracts and subcontracts and determine whether they contain
provisions requiring the payment
of "prevailing" wages.
• Review the government's system
for monitoring applicable contractors and subcontractors with
respect to payment of prevailing
wages and evaluate for adequacy.†
• Review the monitoring system for
contracts for selected programs
and determine whether there is
adherence to the prescribed procedures.
• For governments who have not
developed a system, or whose system is not operating effectively:
—Obtain the "local" DOL wage
determination from the recipient, the architect/engineer (A/E)
managing the project, or DOL.
—Obtain payroll lists from contractors and review wages paid.
—Determine whether wages paid
conform to the prevailing wages.

III. Civil Rights

Compliance Requirement. No person shall, on the grounds of race,
color, national origin, age, or handicap, be excluded from participation
in or be subjected to discrimination
in any program or activity funded, in
whole or in part, by Federal funds.
Discrimination on the basis of sex or
religion is also prohibited in some
Federal programs. (Age-42 U.S.C.
6101 et seq.; Race-42 U.S.C. 2000d;
Handicap-29 U.S.C. 794.)

†

For purposes of this supplement, adequacy
can be interpreted as providing a reasonable
assurance that the system or procedures, if
followed, will result in the intended event or
action occurring.

Suggested Audit Procedures
• Determine whether the governmental unit has announced a formal policy of nondiscrimination.
• For recipients employing 15 or
more persons, ascertain whether a
person has been designated to
oversee civil rights compliance.
• Ascertain from the grant agreement whether any of the programs
contain prohibitions against discrimination on the basis of sex or
religion.
• Ascertain the number of complaints filed with Federal, state
and/or local agencies responsible
for ensuring nondiscrimination in
government programs during the
fiscal year, the status of unresolved
complaints or investigations, and
the actions taken on resolved complaints or completed investigations.
• Ascertain whether any of the programs contain prohibitions against
discrimination in employment; for
those programs (1) review the
annual report filed with the Equal
Employment Opportunity Commission (EEOC), if any, and (2)
ascertain the number of complaints
filed during the fiscal year, the status of unresolved complaints and
investigations, and the actions
taken on resolved complaints or
completed investigations.
• D e t e r m i n e w h e t h e r facilities
financed by Federal funds that are
required to be located in a nondiscriminatory manner are so located.
• Obtain representation and/or
attorney letters to determine if any
civil rights suits have been adjudicated or are pending.
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conform substantially to the same
standards of timing and amount as
apply to advances by Federal agencies to primary recipient organizat i o n s . [OMB C i r c u l a r A-102,
Attachment G; Intergovernmental
Cooperation Act of 1968, P.L. 90-577
(Sec. 403), as amended by P.L. 96470, Title I, Sec. 101(b)]
Suggested Audit Procedures
• Review the government's cash
forecasting process and evaluate
for adequacy.
• Review the government's system
for requesting Federal funds and
evaluate whether it is adequate to
keep Federal cash disbursements
limited to the government's immediate needs.
• For selected grant programs,
determine dates and amounts for
selected advances, drawdowns and
other receipts of Federal funds and
compare to the dates the funds
were disbursed and/or checks
were presented to the banks for
payments.
• For the same programs, evaluate
the size of the balances in relation
to the program's needs.
• Review the government's system
for monitoring advances and payment requests by secondary recipients. Evaluate whether the system
is sufficient to limit payments to
amounts needed to meet immediate cash requirements.
• Review selected cash reports submitted by subrecipients and determine if the reports show large
amounts of excess cash. If they do,
ascertain why.

V. Relocation
Assistance
and
Real Property Acquisition
IV. Cash

Management

Compliance Requirement. Grantee
financial management systems shall
include procedures to minimize the
time elapsed between the transfer of
funds from the U.S. Treasury and the
d i s b u r s e m e n t of funds by t h e
grantee.
Advances made by primary recipients to secondary recipients shall

Compliance Requirements. Federal
aid programs may require the acquisition of property by a public agency
and subsequent displacement of
households and businesses. Grant
recipients acquiring property in the
administration of Federal aid must
carry out certain actions systematically, e.g., have property appraised
in presence of owner, review ap-
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praisals, set price and negotiate settlements. Similarly, when displacements (relocations) are involved, the
recipient must, for example, provide
assistance systematically in locating
replacement housing, assure that it
meets acceptable standards and
maintain records on all acquisitions
and displacements. [Uniform Relocation Assistance and Real Property
Acquisition Policies Act of 1970
(URA) (P. L. 91-646)]
Suggested Audit Procedures
• Ascertain whether the recipient is
administering a Federal or federally-assisted program that involves
the acquisition of property or the
displacement of households or
businesses by a public agency.
• Review the organization's system
for compliance with relocation
assistance and real property acquisition requirements and evaluate
for adequacy.
• Review the monitoring system for
relocation and acquisition activity
for selected programs and determine whether there is adherence
to the prescribed procedures.

VI. Federal Financial Reports
Compliance Requirement.
Most
Federal programs require the periodic submission of financial reports

EXPOSURE DRAFT
that fall within one or more of the
following three categories. The specific requirement for each grant program is presented in the Reporting
Requirements (III-D) section for that
program. The suggested audit procedures are provided below to facilitate
the requirement for the auditor to
comment on completeness and accuracy required by Attachment P.
[OMB Circular A-102, "Uniform
Requirements for Grants to State and
Local Governments"; and Treasury
Circular 1075, "Withdrawal of Cash
from the Treasury for Advances
under Federal Grant and Other Programs"]

1. OMB Circular A-102, Attachment
M, lists four required financial
reports that apply to most of the
programs described in this document.
• Financial Status Report (SF
269) — Reports status of funds
for all nonconstruction programs.
• R e q u e s t for A d v a n c e or
Reimbursement (SF 270) —
R e q u e s t s funds for n o n construction programs when
advance letter of credit or predetermined advance payments
are not used.
• Outlay Report and Request for
Reimbursement for Construction Programs (SF 271) —
Requests reimbursements and

reports status of funds for construction programs.
• Federal Cash Transactions (SF
272) — Reports cash transactions and balances for grantees
receiving cash by letter of credit
or Treasury checks.
2. Treasury Circular 1075 lists two
alternative cash management
reports, one of which applies to
each program financed through
letters-of-credit:
• Request for Payment on Letter
of Credit and Status of Funds
Report (SF 183).
• Payment Voucher on Letter of
Credit (TFS 5401).
3. Certain Federal agencies have
received OMB approval to adapt
the above reports or require other
financial reports to meet their particular program needs.
Suggested Audit Procedures
• Review the procedures for preparing the Federal financial reports
and evaluate for adequacy.
• Sample Federal financial reports
for each material program and
review for completeness and timeliness of submission.
• Trace data to the supporting documentation, i.e., worksheets, ledgers, etc.
• Review adjustments made to the
general ledger amounts in the
report affecting Federal programs
and evaluate for propriety.

APPENDIX B
EXCERPT FROM COMPLIANCE SUPPLEMENT —
EXAMPLE OF SPECIFIC REQUIREMENTS*

I. PROGRAM OBJECTIVES

The objective of the Primary Care
Block Grant is to provide funds to
those states that request assistance in
providing primary health services to
medically underserved populations
in rural and urban areas through
community care centers.
II. PROGRAM PROCEDURES

Funds are provided to the state after
submission of an application to the
Secretary describing how the state
intends to use the funds. The state
passes the funds on to the primary
care (community health) centers. If a
state chooses not to apply for the program, the Federal Government can
fund the local primary care centers
directly.

III. COMPLIANCE REQUIREMENTS AND SUGGESTED
AUDIT PROCEDURES

In addition to Federal statutory
requirements, each state has the
authority to issue rules consistent
with Federal statutes and regulation.
These rules should be reviewed prior
to beginning the audit.
A. Types of Services
Allowed or Unallowed

Compliance Requirements
• Each community health center
that received a grant from the Federal Government for its operation
for FY 1982 must receive a grant
from the state in FY 1983 in an
amount not less than the amount
received in FY 1982, unless the
state determines that the center

* From the Compliance Supplement for Single
Audits of Stale and Local Governments,
Office of Management and Budget (Washington, D.C., 1985).

does not meet the requirements
and the Secretary of Health and
Human Services agrees.
• Funds may be used in fiscal years
1982 and 1983 only to make grants
to community health centers.
(Public Health Service Act, Section 1926) (42 U.S.C. 300y-5)

grants. (Public Health Service Act,
Section 1926) (42 U.S.C. 300y-5)
Suggested Audit Procedure
• Test expenditure and related
records.

Suggested Audit Procedures

B.

• Obtain a list of community health
centers from HHS or the state.
• Review the state procedures for
allocating funds and evaluate for
adequacy.
• Test selected expenditure and
related records.

Compliance Requirement. Grants to
a community health center may be
made only if the center has applied in
accordance with Section 330(c) of the
Public Health Service Act which
requires that applications contain
certain information on services
needed and that the center provides
certain minimal health services.
(Public Health Service Act, Section
1926)(42 U.S.C. 300y-5)

Compliance Requirement.
Funds
may not be used to: (1) provide inpatient services, except in fiscal year
1983 in the case of a community
health center which used funds in FY
1982 for such services; (2) make cash
payments to intended recipients of
health services; (3) purchase or
improve land, purchase, construct,
or permanently improve any building or other facility, or purchase
major medical equipment—unless
the state obtains a waiver from the
Secretary of Health and Human Services; (4) satisfy any requirement for
the expenditure of non-Federal
funds as a condition for the receipt of
Federal funds; or (5) provide financial
assistance to any entity other than a
public or nonprofit private community health center. With the
exception of prohibition # 4 , these
restrictions apply to state matching
funds as well. (Public Health Service Act, Section 1926) (42 U.S.C.
300y-5)
Suggested Audit Procedures
• Test expenditure and related
records.
• Examine waivers for funds used for
unallowable purchases or construction.
Compliance Requirement.
Funds
may not be used to administer the
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Eligibility

Suggested Audit Procedures
• Review state procedures for determining eligibility in accordance
with Section 330(c).
• Review selected grants to determine whether they have been evalu a t e d in a c c o r d a n c e w i t h
prescribed procedures.
C. Matching, Level of
Effort, or Earmarking
Requirements

Compliance Requirement. The state
is required to pay for 20 percent of
the costs of the program in FY 1983
and 33-1/3 percent in FY 1984. (P.L.
97-35, Section 1926(a)(4))
Suggested Audit Procedures
• Ascertain the expenditures for the
total program.
• Review the financial and related
records and determine the amount
and source of state funds.
D. Reporting

Requirements

Compliance Requirement. An annual
report must be prepared describing
the (1) purpose of the block grant
expenditures; (2) activities per-
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formed; (3) recipients of funds; and
(4) progress made toward achieving
the purposes for which the funds
were provided, and provided to
interested parties and public agencies. (Public Health Service Act, Section 1928) (42 U.S.C. 300y-7)
Suggested Audit Procedures
• Obtain a copy of the report and
determine its timeliness.
• Review procedures for preparing
and changing the r e p o r t and
identify opportunities for public
comment.
E. Special Tests and

Provisions

Compliance Requirement. For the
second and later fiscal years in which
a state receives block grant funds, the
state legislature shall conduct public
hearings on the proposed use and distribution of funds. (Public Health
Service Act, Section 1927) (42 U.S. C.
300y-6)

• Examine minutes of hearings.
Compliance Requirement.
Funds
made available for a fiscal year may
be expended in the following fiscal
year if the Secretary determines that
the state acted in good faith in meeting the requirements of Section
1926(a)(1). (Public Health Service
Act, Sectionl925)(42U.S.C. 300y-4)
Suggested Audit Procedures
• Test expenditures and related
records and determine whether
any funds were expended within
the year following the year of
award.
• Examine Secretary's approval.
Compliance Requirement. The state
is responsible for assuring that financial and compliance audits are conducted of block grant funds received
by the state. (Public Health Service
Act, Section 1928) (42 U.S.C. 300y-7)

Suggested Audit Procedures

Suggested Audit Procedures

• Review published notices of public
hearings.

• Determine whether there is a state
requirement that results in audits

consistent with the Comptroller
General's audit standards, set forth
in statute or regulation or included
in contracts and agreements, that
encompasses local governments
and private organizations to which
block grant funds have been distributed.
• Review the manner in which the
state ensures that auditors are
advised of the block grant financial
and compliance audit requirements and evaluate for adequacy.
• Ascertain w h e t h e r t h e s t a t e
reviews the audit reports for community health centers for adequacy of the audit and reported
deficiencies and then follows up
accordingly; review the procedures and evaluate for adequacy.
• Ascertain whether the state performs any procedures other than
audits that determine compliance
with statutory and regulatory
r e q u i r e m e n t s , e.g., program
reviews, and review the disposition of the results of these procedures.

APPENDIX C
COMPLIANCE REPORT—STANDARDS FOR AUDIT ISSUED BY THE GAO
To the City Council
City of Example, Any State
We have audited the general-purpose financial statements of the City of Example, Any State, for the year
ended June 30, 19X1, and have issued our report thereon dated August 15, 19X1. In connection with our
audit, we tested transactions and records to obtain reasonable assurance about the City's compliance with laws
and regulations that, if not complied with, we believe could have a material effect on the general-purpose
financial statements of the City. The City's compliance with certain laws and regulations applicable to governmental financial assistance the City received is the responsibility of the City's management.
We conducted our audit in accordance with generally accepted auditing standards and the standards for financial and compliance audits contained in the Standards for Audit of Governmental Organizations, Programs,
Activities, and Functions, issued by the U.S. General Accounting Office. Those standards require planning
and performing the audit to obtain reasonable assurance about whether the City had, in all material respects,
complied with laws and regulations that, if not complied with, we believe could have a material effect on the
general-purpose financial statements of the City. An audit includes examining, on a test basis, evidence about
the City's compliance with those laws and regulations.
The results of our tests indicate that, for the items tested, the City of Example, Any State, complied with those
provisions of laws and regulations referred to above, except for those items identified in the accompanying
schedule of findings and questioned costs. Those instances of noncompliance were considered by us in evaluating whether the financial statements are presented fairly, in all material respects, in conformity with generally accepted accounting principles. With respect to the transactions not tested, nothing came to our attention
that caused us to believe the City of Example, Any State, was not in compliance with laws or regulations other
than those laws and regulations for which we noted violations in our testing referred to above.
Firm's Signature
City, State
August 15, 19X1
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APPENDIX D
COMPLIANCE REPORT—UNQUALIFIED OPINION ON MAJOR PROGRAMS
To the City Council
City of Example, Any State
We have audited the general-purpose financial statements of the City of Example, Any State, for the year
ended June 30, 19X1, and have issued our report thereon dated August 15, 19X1. As required by the Single
Audit Act of 1984, we also tested the City's compliance with certain laws and regulations applicable to federal
financial assistance programs. The management of the City of Example is responsible for the City's compliance
with those laws and regulations.
We conducted our audit in accordance with generally accepted auditing standards, the standards for financial
and compliance audits contained in the Standards for Audit of Governmental Organizations, Programs, Activities, and Functions, issued by the U.S. General Accounting Office, the Single Audit Act of 1984, and the
provisions of OMB Circular A-128, "Audits of State and Local Governments." Those standards require planning and performing the audit to obtain reasonable assurance about whether the City had, in all material
respects, administered each of its major federal financial assistance programs in compliance with laws and
regulations (including those pertaining to financial reports and claims for advances and reimbursements) that,
if not complied with, we believe could have a material effect on each major federal financial assistance program. An audit includes examining, on a test basis, evidence about the City's compliance with those laws and
regulations. All instances of noncompliance that we found and the programs to which they relate are identified
in the accompanying schedule of findings and questioned costs.
In our opinion, for the year ended June 30, 19X1, the City of Example, Any State, administered each of its
major federal financial assistance programs identified on the accompanying schedule of federal assistance in
compliance, in all material respects, with those laws and regulations (including those pertaining to financial
reports and claims for advances and reimbursements) that, if not complied with, we believe could have a
material effect on each major federal financial assistance program.
In connection with the audit of the general-purpose financial statements and with the study and evaluation of
internal control systems used to administer federal financial assistance programs, performed in accordance
with the Single Audit Act of 1984 and the OMB Circular A-128, we tested certain transactions and records that
related to nonmajor federal financial assistance programs. As required by the Single Audit Act and OMB Circular A-128, we also tested those transactions and records to determine the City's compliance with certain
laws and regulations that are applicable to those transactions and records. The results of those tests indicate
that, for the transactions and records tested, the City complied with the laws and regulations referred to in the
preceding sentence, except as noted in the accompanying schedule of findings and questioned costs. Our
testing was more limited than would be necessary to express an opinion on whether the City administered
those programs in compliance in all material respects with those laws and regulations referred to in the second
sentence of this paragraph; however, with respect to the transactions and records that were not tested by us,
nothing came to our attention to indicate that the City of Example, Any State, had not complied with laws and
regulations other than those laws and regulations for which we noted violations in our testing referred to
above.
Firm's Signature
City, State
August 15, 19X1
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APPENDIX E
COMPLIANCE REPORT—QUALIFIED OPINION—INSUFFICIENT
DOCUMENTATION FOR MAJOR PROGRAMS
To the City Council
City of Example, Any State
We have audited the general-purpose financial statements of the City of Example, Any State, for the year
ended June 30, 19X1, and have issued our report thereon dated August 15, 19X1. As required by the Single
Audit Act of 1984, we also tested the City's compliance with certain laws and regulations applicable to federal
financial assistance programs. The management of the City of Example is responsible for the City's compliance
with those laws and regulations.
Except as discussed in the following paragraph, we conducted our audit in accordance with generally accepted
auditing standards, the standards for financial and compliance audits contained in the Standards for Audit of
Governmental Organizations, Programs, Activities, and Functions, issued by the U. S. General Accounting
Office, the Single Audit Act of 1984, and the provisions of OMB Circular A-128, "Audits of State and Local
Governments." Those standards require planning and performing the audit to obtain reasonable assurance
about whether the City had, in all material respects, administered each of its major federal financial assistance
programs in compliance with laws and regulations (including those pertaining to financial reports and claims
for advances and reimbursements) that, if not complied with, we believe could have a material effect on each
major federal financial assistance program. An audit includes examining, on a test basis, evidence about the
City's compliance with those laws and regulations. All instances of noncompliance that we found and the programs to which they relate are identified in the accompanying schedule of findings and questioned costs.
We were unable to obtain sufficient documentation supporting the City's compliance with laws and regulations applicable to the allowability of program expenditures of Major Program ABC; nor were we able to satisfy ourselves as to the City's compliance with the applicable laws and regulations related to the allowability of
program expenditures of Major Program ABC by other auditing procedures.
In our opinion, except for the effects of such noncompliance, if any, as might have been determined had we
been able to examine sufficient evidence regarding the City's compliance with the laws and regulations related
to the allowability of program expenditures of Major Program ABC, for the year ended June 30, 19X1, the City
of Example, Any State, administered each of its major federal financial assistance programs identified on the
accompanying schedule of federal assistance in compliance, in all material respects, with laws and regulations
(including those pertaining to financial reports and claims for advances and reimbursements) that, if not complied with, we believe could have a material effect on each major federal financial assistance program.
In connection with the audit of the general-purpose financial statements and with the study and evaluation of
internal control systems used to administer federal financial assistance programs, performed in accordance
with the Single Audit Act of 1984 and OMB Circular A-128, we tested certain transactions and records that
related to nonmajor federal financial assistance programs. As required by the Single Audit Act and OMB Circular A-128, we also tested those transactions and records to determine the City's compliance with certain
laws and regulations that are applicable to those transactions and records. The results of those tests indicate
that, for the transactions and records tested, the City complied with the laws and regulations referred to in the
preceding sentence, except as noted in the accompanying schedule of findings and questioned costs. Our
testing was more limited than would be necessary to express an opinion on whether the City administered
those programs in compliance in all material respects with those laws and regulations referred to in the second
sentence of this paragraph; however, with respect to the transactions and records that were not tested by us,
nothing came to our attention to indicate that the City of Example, Any State, had not complied with laws and
regulations other than those laws and regulations for which we noted violations in our testing referred to
above.
Firm's Signature
City, State
August 15, 19X1
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APPENDIX F
COMPLIANCE REPORT—DISCLAIMER OF OPINION—INSUFFICIENT
DOCUMENTATION FOR MAJOR PROGRAMS
To the City Council
City of Example, Any State
We have audited the general-purpose financial statements of the City of Example, Any State, for the year
ended June 30, 19X1, and have issued our report thereon dated August 15, 19X1. As required by the Single
Audit Act of 1984, we were engaged to test the City's compliance with certain laws and regulations applicable
to federal financial assistance programs. The management of the City of Example is responsible for the City's
compliance with those laws and regulations.
The City did not make available sufficient documentation supporting the City's compliance with laws and
regulations applicable to each of its major federal financial assistance programs identified on the accompanying schedule of federal assistance; nor were we able to satisfy ourselves about the City's compliance with the
applicable laws and regulations of those programs by other auditing procedures.
We do not express an opinion on the City's compliance with the laws and regulations applicable to those programs referred to above. Since the City did not make available sufficient documentation of its compliance with
the applicable laws and regulations and we were not able to apply other auditing procedures to satisfy ourselves about the City's compliance with those laws and regulations, the scope of our work was not sufficient to
enable us to express an opinion on the City's compliance with laws and regulations applicable to major federal
financial assistance programs.
In connection with the audit of the general-purpose financial statements and with the study and evaluation of
internal control systems used to administer federal financial assistance programs, performed in accordance
with the Single Audit Act of 1984 and OMB Circular A-128, we selected for testing certain transactions and
records that related to nonmajor federal financial assistance programs.
However, because the City did not make available sufficient documentation supporting the City's compliance
with laws and regulations applicable to those transactions, we were not able to satisfy ourselves about the
City's compliance with the laws and regulations applicable to those transactions.
Firm's Signature
City, State
August 15, 19X1
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APPENDIX G
COMPLIANCE REPORT—QUALIFIED OPINION—NONCOMPLIANCE
WITH MAJOR PROGRAM REQUIREMENTS
To the City Council
City of Example, Any State
We have audited the general-purpose financial statements of the City of Example, Any State, for the year
ended June 30, 19X1, and have issued our report thereon dated August 15, 19X1. As required by the Single
Audit Act of 1984, we also tested the City's compliance with certain laws and regulations applicable to federal
financial assistance programs. The management of the City of Example is responsible for the City's compliance
with those laws and regulations.
We conducted our audit in accordance with generally accepted auditing standards, the standards for financial
and compliance audits contained in the Standards for Audit of Governmental Organizations, Programs, Activities, and Functions, issued by the U.S. General Accounting Office, the Single Audit Act of 1984, and the
provisions of OMB Circular A-128, "Audits of State and Local Governments." Those standards require planning and performing the audit to obtain reasonable assurance about whether the City had, in all material
respects, administered each of its major federal financial assistance programs in compliance with laws and
regulations (including those pertaining to financial reports and claims for advances and reimbursements) that,
if not complied with, we believe could have a material effect on each major federal financial assistance program. An audit includes examining, on a test basis, evidence about the City's compliance with those laws and
regulations. All instances of noncompliance that we found and the programs to which they relate are identified
in the accompanying schedule of findings and questioned costs.
Our testing of transactions and records of Major Program ABC disclosed that the City did not comply with the
laws and regulations that require the City to match the funds received from Major Program ABC. In our
opinion, the City's matching of funds received from Major Program ABC is necessary for the City to comply
with the laws and regulations applicable to Major Program ABC.
In our opinion, except for those instances of noncompliance with the laws and regulations applicable to Major
Program ABC referred to in the preceding paragraph and identified in the accompanying schedule of findings
and questioned costs, for the year ended June 30, 19X1, the City of Example, Any State, administered each of
its major federal financial assistance programs identified on the accompanying schedule of federal assistance in
compliance, in all material respects, with laws and regulations (including those pertaining to financial reports
and claims for advances and reimbursements) that, if not complied with, we believe could have a material
effect on each major federal financial assistance program.
In connection with the audit of the general-purpose financial statements and with the study and evaluation of
the internal control systems used to administer federal financial assistance programs, performed in accordance with the Single Audit Act of 1984 and OMB Circular A-128, we tested certain transactions and records
that related to nonmajor federal financial assistance programs. As required by the Single Audit Act and OMB
Circular A-128 we also tested those transactions and records to determine the City's compliance with certain
laws and regulations that are applicable to those transactions and records. The results of those tests indicate
that, for the transactions and records tested, the City complied with the laws and regulations referred to in the
preceding sentence, except as noted in the accompanying schedule of findings and questioned costs. Our
testing was more limited than would be necessary to express an opinion on whether the City administered
those programs in compliance, in all material respects, with those laws and regulations referred to in the
second sentence of this paragraph; however, with respect to the transactions and records that were not tested
by us, nothing came to our attention to indicate that the City of Example, Any State, had not complied with
laws and regulations other than those laws and regulations for which we noted violations in our testing
referred to above.
Firm's Signature
City, State
August 15, 19X1
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APPENDIX H
COMPLIANCE REPORT—ADVERSE OPINION—NONCOMPLIANCE
WITH MAJOR PROGRAM REQUIREMENTS
To the City Council
City of Example, Any State
We have audited the general-purpose financial statements of the City of Example, Any State, for the year
ended June 30, 19X1, and have issued our report thereon dated August 15, 19X1. As required by the Single
Audit Act of 1984, we also tested the City's compliance with certain laws and regulations applicable to federal
financial assistance programs. The management of the City of Example is responsible for the City's compliance
with those laws and regulations.
We conducted our audit in accordance with generally accepted auditing standards, the standards for financial
and compliance audits contained in the Standards for Audit of Governmental Organizations, Programs, Activities, and Functions, issued by the U.S. General Accounting Office, the Single Audit Act of 1984, and the
provisions of OMB Circular A-128, "Audits of State and Local Governments." Those standards require planning and performing the audit to obtain reasonable assurance about whether the City had, in all material
respects, administered each of its major federal financial assistance programs in compliance with laws and
regulations (including those pertaining to financial reports and claims for advances and reimbursements) that,
if not complied with, we believe could have a material effect on each major federal financial assistance program. An audit includes examining, on a test basis, evidence about the City's compliance with those laws and
regulations. All instances of noncompliance that we found and the programs to which they relate are identified
in the accompanying schedule of findings and questioned costs.
During the year ended June 30, 19X1, the City did not employ procedures to determine the eligibility of
applicants for assistance under each of the City's two major federal financial assistance programs. Furthermore, as discussed in the accompanying schedule of findings and questioned costs, the City provided assistance under those programs to applicants who were not eligible to receive such assistance. In our opinion the
determination of the eligibility of applicants for assistance under each of the City's two major federal financial
assistance programs is necessary to administer each of those programs in compliance with laws and regulations.
In our opinion, because of the noncompliance referred to in the preceding paragraph, for the year ended June
30, 19X1, the City of Example, Any State, did not administer each of its major federal financial assistance
programs, identified in the accompanying schedule of federal assistance, in compliance in all material respects
with laws and regulations that, if not complied with, we believe could have a material effect on each major
federal financial assistance program.
In connection with the audit of the general-purpose financial statements and with the study and evaluation of
internal control systems used to administer federal financial assistance programs, performed in accordance
with the Single Audit Act of 1984 and OMB Circular A-128, we tested certain transactions and records that
related to nonmajor federal financial assistance programs. As required by the Single Audit Act and OMB Circular A-128, we also tested those transactions and records to determine the City's compliance with certain
laws and regulations that are applicable to those transactions and records. The results of those tests indicate
that, for the transactions and records tested, the City did not comply with the laws and regulations referred to
in the preceding sentence, as noted in the accompanying schedule of findings and questioned costs. Our testing was more limited than would be necessary to express an opinion on whether the City administered those
programs in compliance in all material respects with those laws and regulations referred to in the second
sentence of this paragraph.
Firm's Signature
City, State
August 15, 19X1
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GLOSSARY
Catalog of Federal Domestic Assistance. A government-wide summary of federal programs, services, and
activities, administered by the departments and establishments of the federal government that provide assistance and benefits to the American public.
Compliance Supplement. The Compliance Supplement for Single Audits of State and Local Governments
(revised April 1985). Published by the OMB as a supplement to OMB Circular A-128. It specifies the general
and specific program compliance requirements and suggested audit procedures for sixty-two federal financial
assistance programs.
GAO. The United States General Accounting Office, the main purposes of which are to (1) assist Congress in
carrying out legislative and oversight responsibilities; (2) carry out legal, accounting, auditing, and claims
settlement functions with respect to federal government programs; and (3) make recommendations to provide
for more efficient and effective government operations.
General Requirements. Specified in the Compliance Supplement as "those requirements that involve significant national policy and of which failure to comply with could have a material impact on an organization's
financial statements." Accordingly, tests for compliance with those requirements "should be included as a part
of every audit of state, local, and Native American tribal governments that involve federal financial assistance." Those requirements pertain to the following matters:
a. Political activity—The use of federal funds for partisan political activity is prohibited.
b. Davis-Bacon Act—This act requires that laborers working on federally financed construction contracts be
paid a wage established by the secretary of labor.
c. Civil rights—Violation of anyone's civil rights in a program funded by the federal government is prohibited.
d. Cash management—Recipients of federal assistance are required to minimize the time lapsed between
receipt and disbursement of that assistance.
e. Relocation assistance and real property acquisition—The manner in which real property should be
acquired with federal financial assistance and in which recipients must help relocate people displaced
when that property is acquired is prescribed.
f. Federal financial reports—Federal financial reports that must be filed are designated.
Major federal financial assistance program. Defined by the Single Audit Act as any federal financial assistance program for which total expenditures of that assistance during the applicable program year exceed—
a. $20 million when expenditures for all programs exceed $7 billion.
b. $19 million when expenditures for all programs exceed $6 billion but are less than or equal to $7 billion.
c. $16 million when expenditures for all programs exceed $5 billion but are less than or equal to $6 billion.
d. $13 million when expenditures for all programs exceed $4 billion but are less than or equal to $5 billion.
e. $10 million when expenditures for all programs exceed $3 billion but are less than or equal to $4 billion.
f. $7 million when expenditures for all programs exceed $2 billion but are less than or equal to $3 billion.
g. $4 million when expenditures for all programs exceed $1 billion but are less than or equal to $2 billion.
h. $3 million when expenditures for all programs exceed $100 million but are less than or equal to $1 billion.
i. The larger of $300,000 or 3 percent of such total expenditures for all programs when expenditures for all
programs exceed $100,000 but are less than or equal to $100 million.
Noncompliance. The failure to act in accordance with the laws, regulations, and contractual terms governing financial assistance an entity received from a governmental agency.
Nonmajor federal financial assistance program. Defined by the Single Audit Act as all federal financial
assistance programs that do not meet the specified criteria of a major program.
OASC. The Office of Assistant Secretary Comptroller.
OMB. The United States Office of Management and Budget.
OMB Circular A-21. Issued by the OMB as OMB Circular A-21, "Cost Principles for Educational Institutions," to provide that federal assistance programs supplied to educational institutions bear their fair share of
costs by defining costs that are allowable and unallowable for that assistance.
OMB Circular A-87. Issued by the OMB as OMB Circular A-87, "Cost Principles for State and Local Governments," to provide that federal assistance programs supplied to state, local, and Native American tribal
governments bear their fair share of costs by defining costs that are allowable and unallowable for that
assistance.
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GLOSSARY
OMB Circular A-102. Issued by the OMB as OMB Circular A-102, "Uniform Requirements for Grants to
State and Local Governments," to provide a uniform approach for administration of federal assistance
programs.
OMB Circular A-110. Issued by the OMB as OMB Circular A-110, "Uniform Administrative Requirements
for Grants and Other Agreements with Institutions of Higher Education, Hospitals, and Other Nonprofit
Organizations," to establish standards (such as insurance requirements, record retention requirements, and
banking requirements) for obtaining consistency and uniformity among federal agencies in the administration
of grants to and agreements with public and private institutions of higher education, public and private hospitals, and other quasi-public and private nonprofit organizations. It does not apply to grants, contracts, and
other agreements between the federal government and units of state and local governments.
OMB Circular A-122. Issued by the OMB as OMB Circular A-122, "Cost Principles for Nonprofit Organizations," to provide that federal assistance programs supplied to nonprofit organizations bear their fair share of
costs by defining costs that are allowable and unallowable for that assistance. This circular does not apply to (1)
colleges and universities, (2) state, local, and Native American tribal governments, and (3) hospitals.
OMB Circular A-128. Issued by the OMB to facilitate the implementation of the Single Audit Act of 1984.
OMB Circular A-128, "Audits of State and Local Governments," establishes specific audit requirements for
state and local governments that receive federal financial assistance and defines federal responsibilities for
implementing and monitoring those requirements.
Primary recipient. The entity receiving governmental financial assistance directly from the governmental
program creating and providing the financial assistance.
Questioned costs. Costs incurred by the entity that may not comply with or that may not be consistent with
the requirements set forth in contracts, statutes, or regulations governing the allocability, allowability, or reasonableness of costs charged to awards and programs, and that thus may not be reimbursable.
Single Audit Act of 1984. The U.S. federal statute (Public Law 98-502) that establishes uniform requirements for audits of federal financial assistance provided to state and local governments. These requirements
focus on a single coordinated audit of the aggregate federal financial assistance provided to a government, with
special emphasis on defined major federal financial assistance programs. The requirements include (1) an
audit of the general-purpose financial statements; (2) additional tests for compliance with applicable laws and
regulations related to federal assistance programs received; and (3) reviews of internal control systems for
federal financial assistance received.
Specific requirements. Defined in the Compliance Supplement as those requirements that are specific to
sixty-two federal programs that provide approximately 90 percent of the federal aid to state and local governments. Those requirements generally pertain to the following categories: (1) types of services allowed or unallowed; (2) eligibility; (3) matching, level of effort, or earmarking; (4) reporting; and (5) special tests and
provisions.
Standards for Audit Issued by the GAO. Issued by the Comptroller General of the United States as the
Standards for Audit of Governmental Organizations, Programs, Activities and Functions (1981 Revision).
This document contains audit standards that must be followed for audits of federal organizations, programs,
activities, functions, and funds received by contractors, nonprofit organizations, and other external organizations. The document is also recommended for audits of state and local government organizations, programs
activities, and functions.
Subrecipient. An entity receiving governmental financial assistance when that assistance is initially
received by another entity that distributes the assistance for the government program that created and provided the assistance.

